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of the financial integrity of the markets, as
well as the promotion of responsible finan-
cial innovation and fair competition. Clearly
exemptions from the antifraud provisions
would not be in the public interest nor con-
sistent with the protection of investors. This
is consistent with the explanation that was
before this body when it passed H.R. 3005 (see
Congressional Record, June 18, 1996 at H6447):
‘‘ * * * this bill does not grant the SEC the
authority to grant exemptions from the anti-
fraud provisions of either act. In determining
the public interest, Congress has expressed
the public interest through the express pro-
visions of law that it has enacted. The SEC
may not administratively repeal these provi-
sions by use of the new exemptive author-
ity.’’

QUALIFIED PURCHASER EXCEPTION

The Investment Company Act of 1940 (In-
vestment Company Act) establishes a com-
prehensive federal regulatory framework for
investment companies. Regulation of invest-
ment companies is designed to: prevent in-
siders from managing the companies to their
benefit and to the detriment of public inves-
tors; prevent the issuance of securities hav-
ing inequitable or discriminatory provisions;
prevent the management of investment com-
panies by irresponsible persons; prevent the
use of unsound or misleading methods of
computing earnings and asset value; prevent
changes in the character of investment com-
panies without the consent of investors; en-
sure the disclosure of full and accurate infor-
mation about the companies and their spon-
sors. To accomplish these ends, the Invest-
ment Company Act requires the safekeeping
and proper valuation of fund assets, restricts
greatly transactions with affiliates, limits
leveraging, and imposes governance require-
ments as a check on fund management.

Congress has been reluctant to exempt
pooled investment vehicles from the Invest-
ment Company Act unless sufficient alter-
native protections have been established.
Thus, Congress has acted cautiously in en-
acting any new exemptions, appreciating the
perils to the public investor, including so-
phisticated investors, and the American cap-
ital markets that can arise from the oper-
ation of pooled investment vehicles outside
the Investment Company Act. The following
examples are part of the record: Last year,
an investment fund, Foundation for New Era
Philanthropy, collapsed after reportedly run-
ning a ‘‘Ponzi scheme’’ that left its inves-
tors, including at least 180 nonprofit organi-
zations, with an estimated $200 million in
losses.

The collapse of the Orange County invest-
ment fund last year, reportedly due to
overleveraging, portfolio illiquidity, and
mispricing of assets, harmed many ‘‘sophisti-
cated’’ investors, including more than 180
local governmental bodies that had invested
in the pool.

Last year, David Askin, a failed hedge fund
manager, settled administrative proceedings
in which the SEC charged him with fraudu-
lent conduct in the collapse of his $600 mil-
lion hedge funds. It was reported that the
collapse caused serious harm to at least one
large personal estate, a pension fund, major
state universities, and large insurance and
brokerage houses.

In 1992, Steven Wymer pleaded guilty to
nine felony counts for defrauding his clients,
including a state investment pool in which 88
governmental units reportedly had invested.

Section 3(c)(1) of the Investment Company
Act currently exempts from regulation any
pooled investment vehicle with up to one
hundred investors that has not made and
does not propose to make a public offering.

The conference agreement would create a
new section 3(c)(7) exemption from the In-
vestment Company Act for pooled invest-
ment vehicles that sell their securities only
to ‘‘qualified purchasers’’ defined as persons
with at least $5 million in investments and
institutional investors with at least $25 mil-
lion in investments. The term ‘‘investments’’
must be defined by the SEC.

The conferees believed that invester pro-
tections could be maintained under more lib-
eral thresholds than the House bill’s $10 mil-
lion in ‘‘securities’’ for natural persons and
$100 million in securities for institutional in-
vestors. However, for investor protection
reasons, the conferees rejected the Senate
amendment’s provisions that would have al-
lowed the SEC by rule to specify additional
qualified purchasers who did not meet the
statutorily defined standards of financial so-
phistication but nonetheless would be taken
outside the protections of the Investment
Company Act.

Given this record and the purposes of the
Investment Company Act, it is not the inten-
tion of Congress that the SEC would use its
authority under section 6(c) of the Act to re-
duce the thresholds or to ease the statu-
torily-established conditions to this exemp-
tion.

Moreover, the grandfather provision in sec-
tion 3(c)(7) was intended to allow existing
section 3(c)(1) pools to open themselves up to
qualified purchasers without having to ter-
minate longstanding relationships with in-
vestors that are not qualified purchasers.
The grandfather provision was not intended
to allow sponsors to nominally ‘‘convert’’
that pool to a section 3(c)(7) pool in order to
raise additional funds through another sec-
tion 3(c)(1) pool without regard to section
3(c)(1)’s 100 person limitation. In the absence
of new, bona fide qualified purchaser inves-
tors in the ‘‘grandfathered’’ section 3(c)(1)
pool, this would be an abuse of the grand-
father provision that Congress did not in-
tend. The grandfather provision also was not
intended to override existing interpretative
positions concerning the circumstances
under which two or more related section
3(c)(1) pools would be integrated for purposes
of determining whether section 3(c)(1)’s re-
quirement that the voting securities of a sec-
tion 3(c)(1) company be owned by no more
than 100 persons. Such an abusive practice
would not be protected by the ‘‘non-integra-
tion’’ provision of new section 3(c)(7)(E)
which explicitly provides that that provision
does not address the question of whether a
person is a bona fide qualified purchaser.
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Mr. MATSUI, Mr. FAZIO, Mr. DOOLITTLE,
Mr. POMBO. Mr. Speaker, we rise today to
pay tribute to all parties responsible for the
grand reopening of the Sacramento Memorial
Auditorium.

Originally opened in 1927, this landmark
building served for almost 60 years as a multi-

purpose venue for all manner of public gather-
ings, a forerunner of our modern community
convention center. Besides hosting everything
from operas, rock concerts, and religious re-
vivals to circuses, conventions, and boxing
matches, it is perhaps best remembered as
the primary location for generations of school
graduations.

In 1986, the city was forced to close the
building due to code violations and structural
hazards. Sorely missed, the voters approved
an initiative in 1992 to restore and reopen the
auditorium in its original, multi-purpose con-
figuration.

Phase I of the renovation began in Novem-
ber of 1994. The project was unique in that
rather than commission a set of architectural
plans to be put out to bid, the city first estab-
lished a minimum scope of work and a maxi-
mum project budget. Then a list of secondary
renovation priorities was developed, with in-
structions to address as many of these items
as possible within the budget. Finally, the city
asked engineering, design and construction
firms to form partnerships to bid on the job,
and instructed the winning team to work in
tandem to design and build the project. This
design/build concept gave them flexibility,
which was essential because the cost of some
of the work, such as seismic retrofitting, would
vary depending on the methods used. Money
saved on essential renovations has been ap-
plied to secondary priorities.

The result is extraordinary. In addition to the
esthetic restoration of the building, alterations
have been made to meet modern standards of
earthquake and fire safety, and new electrical,
mechanical, and environmental systems were
installed. Accessibility was enhanced by add-
ing ramps at the front and side entrances,
space for wheelchairs in seating areas
throughout the main level, new signage, and
accessible restrooms. Today, the building
looks better than ever and is more safe and
functional than ever. Perhaps most impor-
tantly, the project has been completed within
its budget of $10.8 million.

For many, the auditorium represents a
priceless link with the city’s past and the his-
tory of its cultural development. Newly refur-
bished, it is one of Sacramento’s’s most be-
loved historical landmarks, especially among
our community of veterans.

Sacramento Memorial Auditorium is dedi-
cated to the memory of all Sacramento County
residents who give their lives in service to the
United States in any of America’s wars, past
or future. The names of these men and
women are inscribed in a permanent honor roll
displayed within the building, a reminder of the
terrible cost of war and a tribute to the price
and patriotism of Sacramento residents. As
part of the restoration, a new and expanded
honor roll has been added, listing our fallen
heroes and heroines from the Spanish-Amer-
ican War through the Persian Gulf War.

Mr. Speaker, we ask our colleagues to join
us in honoring the men and women who
worked to make this project such and over-
whelming success. We are proud to have
such a beautiful and utilitarian monument to
our country’s fallen heroes and look forward to
many years of continued use and enjoyment.
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